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STAFF REPORT
SUBJECT:   The proposed ordinance would set would set the 2008-2010 Solid Waste Division disposal fees.
SUMMARY:   
Proposed Ordinance 2007-0126 was transmitted on February 15, 2007, introduced on February 20th and referred to the Operating Budget, Fiscal Management and Mental Health Committee.  Table 1 below details the proposed changes:
Table 1 – Comparison of current and proposed tipping fees
	Tipping Fee
	Last Changed
	Current Fee
	Proposed Fee 2008-2010
	Difference
	Percent Change

	 
	 
	$ per Ton
	 
	 

	Basic Fee
	1999
	$82.50
	$95.00
	$12.50
	15.15%

	Regional Direct
	2004
	$69.50
	$80.00
	$10.50
	15.11%

	Yard Waste
	1999
	$75.00
	$82.50
	$7.50
	10.00%

	Special Waste
	1999
	$132.00
	$145.00
	$13.00
	9.85%


The basic fee was last changed in 1999 for what was intended to be a three-year rate period.  At the time it was set, the rate was to generate funding to be used to make capital improvements to the system. However, those improvements were not made in order to keep the rates low and stable over a longer period.  By forestalling the improvements and taking other measures to contain costs, the basic fee has remained the same for nine years.

As explained in the Executive’s transmittal letter, the impact of the proposed increase on the average customer with one-can collection service will be $0.73 per month.  And while the proposed basic fee increase is 15% higher than the current rate, if spread out over the nine-year period, it represents an annual increase of about 1.7%.  This fulfills the County’s commitment to keep increases below the rate of inflation.

The specific changes are as follows:
· The basic tipping fee is set at $95.00 per ton.  Passenger cars would be charged $15.31 per entry at disposal sites with scales (excluding Cedar Hills); this is an increase of $1.69 from the current $13.62.  At the same type of facilities, charitable organizations would be charged $73.25 per ton or a minimum charge of $11.69 per entry; the current rates are $63.50 and $10.48 respectively.
· The regional direct tipping fee is set at $80.00 per ton.

· The yard waste tipping fee is set at $82.50 per ton.  Passenger cars would be charged $13.25 per entry (a $0.50 increase over the current rate of $12.75).
· The special waste tipping fee is set at $145.00 per ton.

· The service fees for the use of disposal sites without scales are based at $15.31 per entry for passenger cars, $27.55 per cubic yard for compacted wastes and $16.15 per cubic yard for uncompacted wastes (current rates are $13.62, $23.86 and $13.72 respectively).  For yard waste disposal, the fees are $13.25 per passenger car entry, $24 per cubic yard of compacted waste and $14 per cubic yard of uncompacted waste (current rates are $12.75, $21.50 and $12.75 respectively).  It should be noted that, at this time, only the Skykomish Drop Box is without a scale – customers are charged a flat fee per entrance, not the cubic yard rate.
BACKGROUND:
The Solid Waste Division (SWD) owns and operates the largest publicly-owned solid waste management system in the state, providing planning, transfer and disposal services to all cities in King County with the exception of Seattle and Milton.  Through the fees charged to its customers, the division is an enterprise that is intended to be self-supporting.
The County’s system consists of eight transfer stations, two drop boxes and the Cedar Hills landfill, which is the only remaining sanitary landfill in King County.  The County handles mixed municipal solid waste, which is solid waste generated by residences, stores, offices and others that is not industrial, agricultural, construction, demolition or landscaping debris.  The County is also responsible for ensuring that the disposal of other kinds of wastes, such as large debris generated from construction, demolition or land clearing (CDL) activities and moderate risk and household hazardous wastes.
Most collection services are provided by cities through contracts with commercial haulers.  Although the County serves as the local government in unincorporated King County, solid waste collection services are provided by commercial haulers through franchises granted by the Washington Utilities and Transportation Commission (WUTC).  Rates charged to unincorporated King County ratepayers for waste collection are governed by the WUTC.

The 2007 adopted budget for SWD is $101.2 million and 422.85 FTEs.  It is projected that nearly 1.015 million tons of solid waste will be deposited at Cedar Hills landfill this year and that the total will increase by 4% (to nearly $1.051 million tons) in 2008.  It is projected to increase by another 3% each in 2009 and 2010 (to nearly 1.081 million and 1.1115 million tons respectively).  Of these totals, about 1% will go through the Cascadia Recycling Center in Woodinville before being delivered directly to Cedar Hills.  This waste is referred to as the “regional direct” tonnage.
The solid waste system is a utility funded by several solid waste fees.  Tipping fees provide approximately 93% of SWD’s total revenue (incidental fees, grants from state and federal agencies, interest earnings and proceeds from the sale of recycled material makes up the other 7%).  There are four types of tipping fees charged by the Solid Waste Division:

· The Basic Fee is the charge per ton to customers disposing of municipal solid waste at King County solid waste facilities.  Revenue from this fee accounts for about 97% of the tipping fee revenues.
· The Regional Direct Fee is the reduced charge to commercial collection companies that haul solid waste to the Cedar Hills landfill from their own transfer stations and processing facilities, bypassing County transfer stations.

· The Yard Waste Fee is charged for source-separated yard waste and clean (untreated) wood.

· The Special Waste Fee is charged for waste that requires special handling for examination to determine if it is acceptable for landfill disposal.

An econometric rate model is used to determine the tipping fees needed to support the division’s costs.  The division’s total expenditures are estimated for the rate period, and then all revenues derived from non-tipping fee sources are subtracted.  That number is divided by the forecasted waste tonnage in order to set the basic fee.  The other tipping fees (i.e., regional direct, yard and special wastes) are then derived from the basic fee.
SWD maintains a financial reserve equal to 45 days of operating costs.  A rate increase is proposed when the fund balance is projected to be less than the target amount.  New rates are calculated to keep the fund balance at or above the target for a minimum of three years.  A three-year rate offers financial stability and avoids the administrative costs of seeking an annual rate increase.

The Cedar Hills landfill is slated to close in 2016 (per the current Cedar Hills Site Development Plan), although the division is evaluating alternatives to extend its life.  According to SWD staff, capital improvements need to be made to the transfer system both for current operation issues and to prepare for the eventual waste export (upon the landfill closing).

ANALYSIS:

As noted earlier, the basic fee has not increased since 1999.  The transmittal letter includes the following graph to help illustrate what the rate would have been if actual inflation had been applied (the top line) compared to the current and proposed rates (bottom line).
[image: image1.png]
Compared to fees charged in neighboring jurisdictions, it will be among the lowest (only Snohomish County is lower at $89 per ton; Seattle is currently at $110 with an anticipated increase to $120 in 2008, Pierce County is at $98.89; Tacoma is at $130 in the city and $150 outside of the city).
The transmittal letter goes on to state that the proposed rate increase would help finance approximately $225 million in capital improvements to the County’s solid waste transfer system.  An improved system is needed (1) to efficiently meet the current needs of the commercial haulers and business and residential self-haulers, (2) for the eventual transition to waste export once the Cedar Hills landfill closes and (3) to handle the needs of the region’s growing population and economic base.  The 2006 Solid Waste Transfer and Waste Export System Plan (currently under consideration by both the Regional Policy and Growth Management and Natural Resources committees) details the improvements needed:
· construct four new transfer stations (Bow Lake, Factoria/Eastgate, Northeast Lake Washington and South County);
· retain five existing transfer facilities (Enumclaw, First Northeast, Vashon, Cedar Falls Drop box, Skykomish Drop Box), upgrading where necessary; and
· close three existing transfer stations (Algona, Houghton and Renton).
The plan explains that:

“The most important function of the stations is to consolidate many smaller garbage loads into fewer, larger loads for more efficient transport and disposal.  This function will become even more critical when waste export begins.  Before Cedar Hill (sic) landfill is closed, transfer stations will need to be equipped with waste compactors to compress solid waste loads and carry more tons per trip, which will minimize traffic on the road network.”

Financial Implications

In reviewing the financial plan submitted with the ordinance and an updated one reflecting 2006 actuals and projections for 2007 through 2010 (see attachment  3), it is apparent that starting this year, expenditures will exceed revenues.  In 2007, the “gap” is estimated to be $14.6 million, for which there is sufficient fund balance to cover – however, that would not be the case in future years if the proposed construction proceeds without a rate increase.  Even with the rate increase, expenditures are projected to continue to exceed revenues in years 2009 and 2010 – mainly due to higher debt service payments for the improvements to the transfer facility system.  However, it should be noted that the target fund balance (i.e., 45-day cash reserve) is met for each year with the exception of 2010, when it is projected to be $348,000 short of target.
Table 2 on the next page illustrates revenues vs. expenditures, the amount of assumed debt service and the success of meeting the target fund balances.

Table 2 – Revenue, Expenditures and Debt Service – 2006-2010

	 
	2006
	2007
	2008
	2009
	2010

	 
	Actual
	Estimated
	Projected
	Projected
	Projected

	Revenues
	$94,677,121 
	$94,257,250 
	$110,255,935 
	$113,586,255 
	$116,813,661 

	Expenditures*
	($94,325,727)
	($110,982,898)
	($111,753,302)
	($116,995,515)
	($122,922,073)

	Underexpenditure
	 
	$2,082,991 
	$2,164,221 
	$2,229,631 
	$2,303,003 

	 
	$351,394 
	($14,642,657)
	$666,854 
	($1,179,629)
	($3,805,409)

	
	
	
	
	
	

	* Includes Debt Service:
	
	
	
	

	
	$6,272,857 
	$6,290,636 
	$6,124,594 
	$8,288,603 
	$11,507,700 

	
	
	
	
	
	

	Fund Balance
	$28,723,509 
	$14,080,852 
	$14,747,706 
	$13,568,076 
	$9,762,667 

	Target Fund Balance
	$8,007,618 
	$9,224,240 
	$9,530,300 
	$9,816,209 
	$10,110,695 

	Difference
	$20,715,891 
	$4,856,612 
	$5,217,406 
	$3,751,867 
	($348,028)


Rate Calculation
SWD uses interactive economic and financial models to project tipping fee rates.  The models solve for the basic fee first because it accounts for 97% of total fee revenue.  The other fees (i.e., regional direct, yard waste and special waste) are calculated using the basic rate as the foundation.
The rates are calculated to ensure that:

· sufficient revenues are available to cover the daily costs of operations and services as required by regulatory and legal mandates;

· funds are available to provide for landfill maintenance and closure;

· funds are available for capital investment projects for the transfer and disposal system;

· there are funds available for contingencies that could disrupt the flow of revenue required to keep the system operational for protection of public health and environment (e.g., natural disasters);
· any basic fee increase meets the County’s commitment to keep increases at or below the rate of inflation.

Various assumptions and projections are used by the models to calculate the rates:

· financial assumptions such as inflation and interest rates;

· tonnage projections based upon historical data and demographic variables (e.g., population growth, regional employment, household size, per capita income).

· other sources of revenue such as grants and earned interest;

· costs including operational, administrative and transfers needed for the Construction Fund and reserve funds; and

· the fund balance needed to meet the 45-day reserve policy.

To determine the regional direct fee, the marginal cost of transfer and transport services for SWD to move waste from a private station to Cedar Hills is calculated and then deducted from the basic fee.  Labor, fuel and equipment replacement are all figured into this calculation.  For the 2008-2010 rate period, the marginal cost is $14.97.  With the basic fee at $95 per ton, the regional direct is determined to be $80 per ton.
To determine the yard waste fee, the costs for transporting and disposing at the landfill are subtracted since yard waste goes to a composting facility.  However, the cost to transport the waste to the composting facility is added back in.  For the 2008-2010 rate period, the marginal costs to transfer yard waste to Cedar Hills is determined to be $11.19, to dispose there is $32.24, and to transport and process at the composting facility is $31.20.  The net effect is $12.23 less than the basic fee, which would be $82.77 per ton.  The proposed rate is rounded down to $82.50.
To determine the special waste fee, the additional costs to manage the materials (e.g., contaminated soil, biomedical wastes, asbestos-containing materials) is calculated and added to the basic fee.  For the 2008-2010 rate period, these have been determined at $44.80 per ton, plus an additional 3.6% state refuse tax at $5.03, for a total of $49.83.  The rate is rounded up to $145.00 per ton.
To determine the rates for passenger cars, charitable organizations, minimum fees, cubic yards, etc., SWD considers historical data.  For example, the division knows that on average, a passenger car brings in 320 pounds of waste.  This represents 0.16 tons – that multiplied by the basic fee of $95 per ton is $15.20.  County code (KCC Title 10) allows the division’s director to adjust fees up to $0.25 to reduce the amount of cash change needed at facilities.  The $15.20 was rounded up to $15.31 so that the total included tax and the Local Hazardous Waste Management Program (LHWMP) fee
 is $17.25.
The increase for cubic yards is based on a factor of 0.29 tons per cubic yard of compacted waste and 0.17 tons per cubic yard of uncompacted waste.  These multiply out to $27.55 and $16.15 respectively.  These fees were not rounded up because they are used so rarely.

When the charitable rate was first introduced in 1992, it was the same as the regional direct rate.  SWD has since increased it more than the regional direct rate in order to recover some of the transportation costs.  Of the over one million tons received in 2006, only 1,204 tons were processed at this rate.  

Proposed Rates
The proposed ordinance has five separate service fee schedules.
The first fees addressed (Schedule A) are for disposal sites with scales (i.e., all the transfer stations facilities and the Cedar Falls Drop Box).  Changes are proposed for commercial trucks, passenger cars, charitable organizations and yard debris disposal; but no changes are proposed for white goods disposal at white goods collection areas.  Table 3, on the next page,  provides the current fee information, what is proposed and the percentage change.
Table 3 – Schedule A in Proposed Ordinance 2007-0126
	Disposal Sites with Scales
	Current
	Proposed
	% Change

	Passenger Cars (per entry)
	$13.62 
	$15.31 
	12.41%

	Minimum Charge (per vehicle)
	$13.62 
	$15.31 
	12.41%

	Other vehicles (per ton)
	$82.50 
	$95.00 
	15.15%

	Charitable Organizations(per ton)
	$63.50 
	$73.25 
	15.35%

	Charitable Organization Minimum (per entry)
	$10.48 
	$11.69 
	11.55%

	Yard Debris - Passenger Cars (per entry)
	$12.75 
	$13.25 
	3.92%

	Yard Debris Minimum Charge (per entry)
	$12.75 
	$13.25 
	3.92%

	Yard Debris Other vehicles (per ton)
	$75.00 
	$82.50 
	10.00%

	White Good without regulated refrigerants
	$10.00 
	$10.00 
	0.00%

	White Goods with regulated refrigerants
	$24.00 
	$24.00 
	0.00%


Schedule B addresses the use of disposal sites without scales.  At this time, only the Skykomish Drop Box fits this definition.  There are fees for both solid waste and yard waste disposal.  And while the schedule reflects a “cubic yard charge”, SWD informed staff that all vehicles disposing of waste at the Skykomish Drop Box are charged a flat fee.  Table 4 provides the current fee information, the proposed rates and the percentage change.
Table 4 – Schedule B in Proposed Ordinance 2007-0126
	Disposal Sites without Scales
	Current
	Proposed
	% Change

	Passenger Cars (per entry)
	$13.62 
	$15.31 
	12.41%

	Other Vehicles:
	 
	 
	 

	  Compacted Wastes (per cubic yard)
	$23.86 
	$27.55 
	15.47%

	  Uncompacted Wastes (per cubic yard)
	$13.72 
	$16.15 
	17.71%

	  Minimum Charge (per vehicle)
	$13.62 
	$15.31 
	12.41%

	Yard Debris - Passenger Cars (per entry)
	$12.75 
	$13.25 
	3.92%

	Other Vehicles:
	 
	 
	 

	  Yard Debris Compacted Wastes (per cubic yard)
	$21.50 
	$24.00 
	11.63%

	  Yard Debris Uncompacted Wastes (per cubic yard)
	$12.75 
	$14.00 
	9.80%

	  Yard Debris Minimum Charge (per vehicle)
	$12.75 
	$13.25 
	3.92%


Schedule C addresses the Cedar Hills landfill service fees, and includes a regional direct rate which is what is charged to commercial collection companies that haul solid waste to the Cedar Hills landfill from their own transfer stations and processing facilities, bypassing County transfer stations.  As SWD informed staff, currently the only regional direct waste is from the Cascadia Recycling Center.  Table 5 provides the information regarding Cedar Hills landfill charges.
Table 5 – Schedule C in Proposed Ordinance 2007-0126
	Cedar Hills
	Current
	Proposed
	% Change

	Regional Direct (per ton)
	$69.50 
	$80.00 
	15.11%

	Other Vehicles (per ton)
	$82.50 
	$95.00 
	15.15%


Schedule D addresses moderate-risk waste surcharge that will be added to all solid waste disposed by nonsolid waste collection entities using County-operated solid waste facilities.  There are NO fee changes proposed for this type of waste.
Schedule E addresses fees to be charged for special waste including infectious waste treated and handled in accordance with the King County Board of Health Code, asbestos-containing waste material, problem wastes and other additional wastes requiring clearances in accordance with Board of Health Code or departmental rules.  The proposed changes are provided in Table 6.
Table 6 – Schedule E in Proposed Ordinance 2007-0126
	Special Waste
	Current
	Proposed
	% Change

	Fee (per ton)
	$132.00 
	$145.00 
	9.85%

	Minimum Charge (per entry)
	$22.20 
	$23.20 
	4.50%


Future Implications

It is important to note that the proposed rate is intended for three years and that additional increases will be necessary as population and waste disposal demands increase, especially in light of the impending closing of Cedar Hills and the implementation of waste export.  Extension of the landfill life, along with other changes like higher recycling rates, could significantly affect future rates.  For now, the rates are estimated as follows:

· for 2011-2013, the basic fee is anticipated to be $102 per ton. 
· for 2014-2016, the long-range financial forecast shows a rate of $107 per ton;

· and for 2017-2019, the long-range financial forecast shows a significant rate increase to $138 per ton with the anticipated waste export implementation.
Actions Subsequent to Council Adoption
If the tipping fee rates recommended in Proposed Ordinance 2007-0126 are approved by Council: 
· SWD is required to give the commercial haulers a minimum of 75 days’ notice.  
· In unincorporated areas and in those cities where haulers do not have collection contracts, the commercial haulers have to file with the Washington Utilities and Transportation Commission (WUTC) for approval to change their rates.  The WUTC has 45 days after receiving a plan to review the cost impacts on rates charged by solid waste collection companies and “advise” on the effect on rates.

· Cities that do contract with the haulers for collection services would like as much notice as possible in order to work with their contracted haulers to determine how they want the rates allocated on their residents’ bills.  Additionally, they need time to reprint written materials and notify residents.  Solid waste rate adjustments do impact city budgets, i.e., cities which impose a utility tax or other fees on solid waste collection bills will have revenue changes which affect their budget development.

REASONABLENESS:
The Solid Waste Division prepared a projection of system costs, including operational, administrative, capital and construction expenditures as well as reserve and other fund requirements.  This projection is based upon many assumptions, such as the tonnage that will be disposed during the rate period, inflation and revenues from non-tipping fee sources.  Projections can only be as accurate as the assumptions upon which they are based.  Staff has reviewed the methodology used by SWD and analyzed the reasonableness of the methods used.  Our analysis indicates that the methodology, assumptions and projections appear to be reasonable.  Given that, adoption of the proposed tipping fees for the 2008-2010 time period would appear to be reasonable policy and business decisions.
The Suburban Cities Association (SCA), the Metropolitan Solid Waste Management Advisory Committee (MSWMAC) and the King County Solid Waste Advisory Committee (SWAK) have expressed support for the proposed rates (see Attachment 4).
INVITED:

Bob Cowan, Director, Office of Management and Budget

Pam Bissonette, Director, Department of Natural Resources and Parks (DNRP)

Teresa Jennings, Solid Waste Division
Ann Berrysmith, Solid Waste Division
Carolyn Armanini, Solid Waste Advisory Committee Chair
ATTACHMENTS
1. Proposed Ordinance 2007-0126 with attachments

2. Transmittal letter dated February 15, 2007

3. Updated Solid Waste Division Financial Plan
4. Communication of support from SCA, MSWMAC and SWAK
� Solid Waste Transfer and Waste Export System Plan, page 10.


� A pass-through fee collected from “all non-solid waste collection entities” (i.e., non-certified haulers) for the Health Department.
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